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Introduction
What’s the authority of the Compilation and Review Alert— 1999/2000?

The C om pilation a n d R eview A lert— 1999/2000—is a nonauthor
itative practice aid designed to help CPAs plan and perform their
1999 and 2000 compilation and review engagements. It clarifies
certain existing Statements on Standards for A ccounting and
Review Services (SSARSs), suggests ways of implementing those
standards in special circumstances, points out pitfalls that fre
quently occur in compilation and review engagements, and ad
dresses emerging practice problems.

Current Issues
Developments at the Accounting and Review Services Committee
What’s the current status of the ARSC’s deliberations on how to clarify
the applicability o f SSARS 1 ?

Since 1994, the Accounting and Review Services Com m ittee
(ARSC) has been trying to clarify the applicability of SSARS 1,
C om pilation a n d R eview o f F in a n cia l Statem ents (AICPA, P rofes
sion a l Standards, vol. 2, AR sec. 100), and to make sure that the
existing standards square with developments in technology and
regulation. To understand where ARSC is today, the following is
a summary of the major developments in the history of this on
going project.
• S eptem ber 1995—The ARSC issues an exposure draft of a
proposed SSARS titled “Assembly of Financial Statements
for Internal Use Only” that would have permitted CPAs to
issue financial statements to clients w ithout having to
compile them.
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• F ebruary a n d M ay 1996-—The ARSC meets to discuss the
more than 500 comment letters received on the assembly
exposure draft and seeks additional information about the
kinds of problems CPAs encounter when performing com
pilation engagements.
• A ugust 1997—After extensive discussion and fact-finding,
the ARSC conducts a two-day public hearing to solicit
views on (1) the applicability of SSARS, (2) additional ex
emptions from SSARS, and (3) the acceptability of plainpaper financial statements (meaning statements that do not
disclose the identity of the CPA who has prepared them).
Nineteen speakers participated in the public hearing. There
were divergent views on the first two issues in this list;
seventeen of the nineteen participants were opposed to
plain-paper financial statements.
•

O cto b er 1 9 9 7 —The ARSC meets to discuss the public
hearing, unanimously votes to withdraw the assembly ex
posure draft, and concludes that plain-paper financial
statements should not be permitted.

• F ebruary 1998—The ARSC concludes that, along with a
m ajor educational effort (see the section “New CPE
Course on Com pilation and Review” of this A lert), the
practice problems emanating from SSARS 1 can be best
remedied by three exposure drafts that (1) clarify the ap
plicability of SSARS, (2) preclude a CPA from compiling
financial statements for a client if the CPA performs con
trollership services for that client, and (3) exempt financial
statements included in written business valuations from
the applicability of SSARS. (As of October, 1, 1999, the
exposure drafts have not been issued for exposure.)
• J u ly 1998—The ARSC discusses the effect of recent rules
enacted by the Florida Legislature to comply with a federal
court ruling decreeing that CPAs employed by unlicensed
firms (such as American Express Tax and Business Services,
w hich are not CPA firms) be perm itted to hold out as
CPAs and be in d iv id u ally associated w ith fin ancial
8

statements. The Florida rules enable CPAs working for
such firms to be associated w ith financial statements of
their clients. However, Florida rules and the AICPA By
laws prohibit CPAs in unlicensed firms from compiling fi
nancial statements in accordance w ith the SSARS. The
dilemma can best be summarized as follows.
1. According to the Florida rules, CPAs in nontraditional
firms can report on financial statements that they issue
to clients or others via an assembly service.
2. Such CPAs cannot compile or report on those financial
statements in accordance with the SSARS.
3. CPAs who issue financial statements to clients or others
outside of SSARS, as permitted in item 1, are in viola
tion of AICPA rules.
Because of the complexity of the issues relating to the Florida leg
islation, the ARSC agrees to present the m atter to the AICPA
Board of Directors and votes to hold in abeyance the three expo
sure drafts discussed earlier. Therefore, the lowest level of finan
cial statement service currently permitted is still a compilation.
CPAs in traditional, licensed firms or nontraditional, unlicensed
firms cannot perform assembly services.
• D ecem b er 1998—The AICPA Board of Directors meets to
discuss the Florida legislation. Various options discussed
were (1) do nothing and let Florida address the dilemma,
(2) permit some form of plain-paper service, or (3) pursue
other solutions. In the meantime, the Board concludes that
the AICPA’s ethics staff should continue to enforce existing
standards.
• M ay 1999—AICPA Council passes a resolution to permit
all CPAs, including those in unlicensed firms, to perform
compilations. However, the effective date of the council’s
decision was suspended until there can be a change in the
AICPA’s bylaws to require individuals who do not practice
in CPA-owned firms to be subject to peer review.
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• S ep tem b er 1999—The ARSC agreed to prepare an expo
sure draft revising SSARS 1. The ED would introduce an
engagement for internal use financial statements. Although
the reporting requirements w ill differ, the accountant
would still be required to adhere to the performance re
quirements of SSARS 1, as they related to compilations.
•

O ctob er 1999—AICPA Council votes to issue a member
ballot on the bylaw changes necessary to im plem ent the
M ay resolution.

Stay tuned for future developments.
Material Generally Accepted Accounting Principles (or Other
Comprehensive Basis of Accounting) Departures Are Easy to Handle
How are generally accepted accounting principles (or other
comprehensive basis of accounting) departures handled in a
compilation or review report?

If, in the course of a com pilation or review engagem ent, the
CPA becomes aware of a material departure from generally ac
cepted accounting principles (GAAP) (or other comprehensive
basis of accounting [OCBOA]), he or she has three courses of
action, according to SSARS 1.
1. Persuade the client to revise the fin ancial statem ents
(usually the preferred course of action).
2. Refer to the m aterial departure in his or her report (as
discussed later in this section).
3. W ithdraw from the engagement (an appropriate course of
action if the CPA concludes that the client's intention is to
mislead the reader).
If the financial statements include departures from GAAP (or
OCBOA), the CPA should modify the compilation or review re
port to disclose the departures. The dollar effects of GAAP (or
OCBOA) departures on the financial statements also should be
disclosed in the report if they have been determined by the client
or are known as a result of the CPA’s procedures. The CPA,
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however, is not required to determine the effects of the departure
if the client has not done so. In those cases, a statement that the
effects of the departure have not been determined should be in
cluded in the report. Here is an illustrative compilation report
from SSARS 1 that discloses a m easurem ent departure from
GAAP. Income taxes are not accrued, and the impact of the de
parture is not determined.
We have compiled the accompanying balance sheet of XYZ
Company (a corporation) as of December 31, 20X1, and the
related statements of income and retained earnings and cash
flows for the year then ended, in accordance with Statements
on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants.
A compilation is limited to presenting in the form of financial
statements information that is the representation of manage
ment (the owners). We have not audited or reviewed the ac
companying financial statements and, accordingly, do not
express an opinion or any other form of assurance on them.
However, we did become aware of a departure from generally
accepted accounting principles described in the following
paragraph.
Generally accepted accounting principles require that income
taxes be accrued. Management has informed us that the Com
pany has not accrued income taxes in the accompanying finan
cial statements, and the effects of this departure from generally
accepted accounting principles have not been determined.
The following review report from SSARS 1 illustrates how to
handle a GAAP departure when the impact of the deviation is
determined.
We have reviewed the accompanying balance sheet of XYZ
Company (a corporation) as of December 31, 20X1, and the
related statements of income and retained earnings and cash
flows for the year then ended, in accordance with Statements
on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants. All infor
mation included in these financial statements is the representa
tion of the management of XYZ Company.
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A review consists primarily of inquiries of Company personnel and
analytical procedures applied to financial data. It is substantially
less in scope than an audit in accordance with generally accepted
auditing standards, the objective of which is the expression of an
opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.
Based on our review, with the exception of the matter de
scribed in the following paragraph, we are not aware of any
material modifications that should be made to the accompany
ing financial statements for them to be in conformity with
generally accepted accounting principles.
The Company’s financial statements do not disclose that, dur
ing 20X1, the Company purchased significant amounts of raw
materials at discounted prices from ABC Company, which is
owned by certain directors of XYZ Company. It is possible that
the terms of such purchases are not the same as those that
would result from transactions among unrelated parties. Those
purchases accounted for 33 percent of raw materials purchased
during 20X1. Disclosure of that information is required by
generally accepted accounting principles.
If the compiled financial statements omit substantially all the dis
closures required by GAAP (or OCBOA), the CPA should mod
ify the com pilation report to indicate the omission clearly by
adding the following as the last paragraph of the com pilation
report according to SSARS 1.
Management has elected to omit substantially all of the disclo
sures required by generally accepted accounting principles. If
the omitted disclosures were included in the financial state
ments, they might influence the user’s conclusions about the
company’s financial position, results of operations, and cash
flows. Accordingly, these financial statements are not designed
for those who are not informed about such matters.1
The omission of disclosures from reviewed financial statements is
a GAAP (or OCBOA) departure. Therefore, the CPA should in
clude in the review report all of the omitted disclosures or, if the
1 If the presentation is GAAP-based and the statement of cash flows is omitted, the
paragraph o f the report should note that omission.
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disclosures have not been determined, the specific nature of the
omitted information.
OCBOA Financial Statements— Another Reminder About
Disclosure Requirements
What disclosures are required in compiled and reviewed OCBOA financial
statements? Are CPAs required to consider GAAP disclosures in reporting
on compiled and reviewed cash and tax basis financial statements?

Preparing OCBOA financial statements is generally less costly than
preparing GAAP financial statements because OCBOA financial
statements generally do not require the extensive disclosures re
quired by GAAP As discussed in this section, the use of an OCBOA
does not necessarily eliminate the need for disclosures in financial
statements, unless the CPA prepares financial statements that omit
substantially all disclosures, as provided for in SSARS 1 (AICPA,
Professional Standards, vol. 2, AR sec. 100.19-.21).
According to Interpretation No. 12, “Reporting on a Comprehen
sive Basis of Accounting Other Than Generally Accepted Account
ing Principles,” of SSARS 1 (AICPA, P rofessional Standards, vol. 2,
AR sec. 9100.41-.45), OCBOA compiled or reviewed financial
statements should contain a note stating the basis of presentation
(for example, cash or income tax basis) and describe (but not quan
tify) how that basis differs from GAAP. If that disclosure is not
made, the CPA should modify the compilation or review report for
an OCBOA departure. However, for a compilation of OCBOA
financial statements that omit substantially all disclosures, the
disclosure is abbreviated and m ay be made in the financial state
ments or the CPA’s report. If the CPA has to modify the compi
lation report, he or she should add a sentence such as the
following to the first paragraph of the report:
The financial statements have been prepared on the cash basis
of accounting, which is a comprehensive basis of accounting
other than generally accepted accounting principles.
The above compilation report language is abbreviated; it does not
describe how the basis differs from GAAP. If this information is
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presented in the financial statements as a note, the CPA need not
otherwise modify the compilation report except to ensure that the
titles of the OCBOA financial statements are appropriate.
Turning to other disclosures required in OCBOA financial state
ments, the CPA should consult Statem ent on A uditing Stan
dards (SAS) No. 62, S p ecia l R eports (AICPA, P ro fessio n a l
Standards, vol. 1, AU sec. 623.09-.10). In addition, as indicated
in last year’s Alert, the CPA should follow the guidance in Inter
pretation No. 14, “Evaluating the Adequacy of Disclosure in
Financial Statements Prepared on the Cash, Modified Cash, or
Income Tax Basis of Accounting,” of SAS No. 62 (AICPA, P rofes
sio n a l S tandards, vol. 1, AU sec. 9 6 2 3 .8 8 -.9 3 ). It states that if
OCBOA financial statements have items for which GAAP would
require disclosure, the statements should provide either the rele
vant disclosure that would be required for those items in a GAAP
presentation or information that communicates the substance of
that disclosure. The bottom line is that CPAs have to know what
GAAP is and what GAAP disclosures are required to properly
compile or review OCBOA financial statements of a nonpublic
entity. Because of its significance to compilation and review en
gagements, the SAS Interpretation is reproduced in appendix B
of this Alert.
Help Desk—For additional information about OCBOA
financial statements, see the AICPA Practice Aid P reparing
a n d R eporting on Cash- a n d Tax-Basis F inancial Statem ents
(Product No. 006701kk).
Executive Summary— Current Issues
• You must at least compile financial statements issued to clients or
others; plain-paper or assembly (restricted to internal use) services
are prohibited.
• GAAP or OCBOA departures are required disclosures in compiled or
reviewed financial statements. However, you are not required to quan
tify those departures in your reports if the client has not done so.
• Make sure that OCBOA financial statements disclose the basis of
accounting.
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Generating Monthly Financial Statements Efficiently
What is the most efficient way to generate monthly financial statements
for clients?

Frequently CPAs are engaged to generate monthly financial state
ments for a significant number of clients. To reduce the costs of
generating the financial statements and preparing the compila
tion report, many CPAs—
1. Use the cash or modified cash basis of accounting for the
monthly financial statements.
2. Omit all disclosures.
3. Generate annual GAAP financial statements with disclosures.
O f course, an engagement structured in this fashion accords with
the SSARS performance and reporting standards. In fact, one of
the major efficiencies is that, other than the client’s name and
address, titles of the financial statements, and date, the compila
tion report does not change from month to month or from client
to client. Following is a widely used format of the monthly com
pilation report from SSARS 1.
We have compiled the accompanying statement of assets, lia
bilities, and equity-cash basis of XYZ Clinic, Inc. as of March
31, 20X1, and the related statement of revenues, expenses, and
retained earnings-cash basis for the three months then ended,
in accordance with Statements on Standards for Accounting
and Review Services issued by the American Institute of Certi
fied Public Accountants.
A compilation is limited to presenting in the form of financial
statements information that is the representation of manage
ment. We have not audited or reviewed the accompanying
financial statements and, accordingly, do not express an opin
ion or any other form of assurance on them.
Management has elected to omit substantially all of the disclo
sures ordinarily included in financial statements prepared on the
cash basis of accounting. If the omitted disclosures were included
in the financial statements, they might influence the user's con
clusions about the Company’s assets, liabilities, equity, revenues,
15

and expenses. Accordingly, these financial statements are not
designed for those who are not informed about such matters.
Note that the financial statement tides do not use GAAP tides, such
as “balance sheet,” but are modified as required by SSARS 1. The ac
countant should, of course, use the exact tides of the financial state
ments in the com pilation report. The preceding report uses
“statement of assets, liabilities, and equity-cash basis,” instead of
balance sheet. “Balance sheet-cash basis” would also be acceptable.
The preceding report derives its efficiency, in part, from the fact that
it does not need to be modified because of departures from the cash
or modified cash basis. Such departures are extremely rare.
Restricting the Use of a Compilation or Review Report
Is it permissible to restrict the use of a compilation or review report?

Some CPAs have asked if it is permissible to restrict the use of
compilation and review reports (especially compilation reports
that omit disclosures) to the client. The answer is yes, depending
on the impact on the engagement fee, if any. Any report can be
restricted, even an audit report. A paragraph to restrict the use of
the report could be worded as follows based on language used in
SAS No. 87, R estrictin g th e Use o f an A u d itors R eport (AICPA,
P rofessional Standards, vol. 1, AU sec 532.19):
This report is intended solely for the information and use of
the owners, management, and others within the company and
is not intended to be and should not be used by anyone other
than these specified parties.
Note that the language restricts the use, not the distribution, of
the report.
Reporting When a Client Has a Comprehensive Income Component
Should the wording of the compilation or review report be changed
when a client has a component o f comprehensive income?

According to the Financial Accounting Standards Board (FASB)
Statement of Financial Accounting Standards No. 130, R eportin g
16

C om prehensive In co m e, a nonpublic company that has any com
ponent of comprehensive income must display comprehensive
income in a financial statement (full set of financial statements,
including interim statements) having the same prominence as the
other basic financial statements. The four components of com
prehensive income are—
1. Unrealized gains and losses on investments in marketable
securities classified as available for sale.
2. Foreign currency translation adjustments, and gains and
losses from certain foreign currency transactions.
3. Changes in the m arket value of certain future contracts
that qualify as a hedge.
4. M inim um pension liability adjustments.
If a nonpublic com pany does not have any of the above four
components, FASB Statement No. 130 does not apply. In most
situations, unless a client has debt or equity securities, CPAs will
find that their small business clients do not have to apply FASB
Statement No. 130. However, in situations when FASB State
ment No. 130 does apply, CPAs frequently have trouble or have
questions about how to treat comprehensive income in their
compilation and review reports.
FASB Statement No. 130 does not specify a format for presenting
comprehensive income. Thus, comprehensive income m ay be
displayed in—
1. The income statement (after net income).
2. The statement of change in equity.
3. A separate statement of comprehensive income.
The wording of the com pilation or review report depends on
what presentation format the client uses. W hen a separate state
ment of comprehensive income is presented or when a financial
statement title has been changed to indicate the display of com
prehensive income (for example, Statement of Income and Com
prehensive Income), the CPA’s com pilation or review report
17

should specifically identify the separate statement or the change in
statement title in the introductory paragraph of that report.
Applicability of SASs to SSARS Engagements
Do any of the requirements in the SASs apply to compilation and review
engagements?

Requirements in SASs apply to compilation and review engage
ments only when a SSARS or a SSARS Interpretation explicitly
cites the SAS as a requirement. However, there may be occasions
when CPAs find it useful to refer to an SAS. In fact, Interpreta
tion No. 5, “Planning and Supervision,” of SSARS 1 (AICPA,
P rofessional Standards, vol. 2, AR sec. 9100.16—.17) suggests, but
does not require, the CPA to consider SAS No. 22, P la n n in g a n d
S upervision (AICPA, P rofessional Standards, vol. 1, AU sec. 311)
in a SSARS engagement (see the section “Summary of Outstand
ing SSARS Interpretations as of October 1, 1999” in this Alert).
Likewise, SSARS 1 (AICPA, P rofession a l S tandards, vol. 2, AR
sec. 100.42) and related, Interpretation No. 4, “Discovery of In
formation After the Date of Accountant’s Report,” of SSARS 1
(AICPA, P rofession al Standards, vol. 2, AR 9100.13—.13), indi
cate that the CPA may wish to consider guidance in SAS No. 1,
S ubsequent D iscovery o f Facts E xisting a t th e D ate o f th e A uditors
R ep o rt (AICPA, P ro fessio n a l S ta n d a rd s, vol. 1, AU sec. 561),
when certain facts are discovered after the date of a compilation
or review report.
The following list summarizes the SASs that must be applied to
compilation and review engagements. The authoritative citation
to the SSARS literature is presented parenthetically.
1. SAS No. 26, A ssociation W ith F in a n cia l S ta tem en ts
(AICPA, P ro fessio n a l S tandards, vol. 1, AU sec. 504),
should be followed to determine when a successor accoun
tant is permitted to refer to the reports or work of a prede
cessor accountant (SSARS 4, C o m m u n ica tio n s B etw een
P redecessor a n d Successor A ccountants [AICPA, P rofession al
Standards, vol. 2, AR sec. 400.09]).
18

2. SAS No. 50, R eports on th e A pplication o f A ccou n tin g P rin 
ciples (AICPA, P rofessional Standards, vol. 1, AU sec. 625),
is required to be followed whenever the accountant is
asked to provide advice (written or oral) (a) on the appli
cation of accounting principles to specific transactions,
(b) on the type of report that may be rendered on a finan
cial statement, or (c) to intermediaries on the application
of accounting principles not involving a particular princi
pal (SSARS 4, AR sec. 9400.01-.05).
3. SAS No. 58, R eports on A u d ited F in a n cia l S ta tem en ts
(AICPA, P ro fessio n a l S ta n d a rd s, vol. 1, AU sec. 508),
should be consulted when the accountant’s reports on
comparative financial statements that om it disclosures,
and the report on the prior year statements, were qualified,
adverse, or disclaimed (SSARS 2, R eportin g on C om parative
F in a n cial Statem ents [AICPA, P rofessional Standards, vol. 2,
A R sec. 9200.02]).
4. SAS No. 59, The A uditor's Considerations o f an Entity's Ability
to C ontinue as a G oing C oncern (AICPA, P rofessional Stan
dards, vol. 1, AU sec. 341), should be consulted when the ac
countant is evaluating going concern-related disclosures
(SSARS 1, AR sec. 100.40, and Interpretation No. 11, “Re
porting on Uncertainties,” of SSARS 1, AR sec. 9100.34). In
this situation, the guidance on going-concern disclosures
(that is, GAAP) is contained in SAS No. 59 (AICPA, Profes
sion al Standards, vol. 1, 341.10—.11).
5. SAS No. 62 defines the phrase “comprehensive basis of ac
counting other than generally accepted accounting princi
ples” for compilation and review engagements (SSARS 1,
AR sec. 100.04; SSARS 2, AR sec. 200.05; and SSARS,
A R sec. 300.01).
6. SAS No. 69, The Meaning of P resent Fairly in C onform ity
With G enerally A ccepted A ccou n tin g P rin ciples in the Inde
pendent A uditor's Report (AICPA, P rofession al Standards,
vol. 1, AU sec. 411), sets forth the hierarchy of GAAP that
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applies to compilation and review engagements (SSARS 1,
A R sec. 100.04).
7. SAS No. 75, E n ga gem en t to A pply A greed-upon P rocedu res
to S p ecified Elements, A ccounts, o r Item s o f a F in an cial State
m en t (AICPA, P rofessional Standards, vol. 1, AU sec. 622),
should be consulted when the client wants the accoun
tant to provide assurances on elem ents, item s, or ac
counts. A review report cannot be issued (Interpretation
No. 8, “Reports on Specified Elem ents, Accounts, or
Items of a Financial Statem ent,” of SSARS 1 [AR sec.
9100.27-.28]).
Because of the requirements in SSARS Statements and Interpre
tations to follow requirem ents in the SASs, accountants per
form ing com pilation and review engagem ents should have a
current copy of the C od ifica tion o f Statem ents on A uditing Stan
d a rd s (or other highly regarded reference guide). The latest
printed edition o f the C o d ifica tio n o f S ta tem en ts on A u d itin g
Standards available from the AICPA includes SAS Nos. 1 to 87
(Product No. 057173kk).
Executive Summary— Financial Statements and Reports for
SSARS Engagements
• To reduce the cost of generating monthly financial statements and
preparing the required compilation report, the client may use the
cash or modified cash basis of accounting and omit all disclosures.
• You may restrict the use of compilation or review reports to the
client.
• When a separate statement of comprehensive income is presented or
when a financial statement title has been changed to display com
prehensive income, the compilation or review report should identify
the separate statement or the change in statement title in the intro
ductory paragraph of the report.
• SASs apply to compilation and review engagements only when a SSARS
or interpretation thereof explicitly cites an SAS as a requirement.
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Different Levels of Assurance on a Single Set of Financial
Statements (Split-Level Reporting)
Is it permissible to audit (or review) one basic financial statement and
review (or compile) another basic financial in the same set?

Split-level reporting involves providing different levels of assur
ance on a single set of financial statements for the same year. For
example, this type of reporting would include auditing the bal
ance sheet and reviewing the income statement.
Neither the SSARSs nor the SASs address whether the CPA can
audit a balance sheet and review an income statement for the
same set of financial statements. M any CPAs believe that an en
gagement involving an audit of one statement and a review of an
other statement (for example, 20X1 balance sheet audited, 20X1
income statement reviewed) should be avoided.
Consider the case of a first-year audit in which the practitioner
has not observed the beginning inventory. The CPA sometimes
finds that he or she cannot express an opinion on the statements
of income, retained earnings, and cash flows in these circum 
stances. The CPA may, however, be able to express an unqualified
opinion on the balance sheet. In such a situation, is it permissible
to audit the balance sheet and compile or review the statements
of income, retained earnings, or cash flows? According to some
practitioners, the best practice is to answer, “no.”
A practitioner who encounters such a situation should follow the
guidance given in SAS No. 58, and indicate that he or she does
not express an opinion on the statements of income, retained
earnings, and cash flows. The rationale for following the guid
ance in SAS No. 58 rests on the idea that an audit disclaimer is
more appropriate because it carries more assurance than a com
piled or reviewed report. Because the CPA has applied audit pro
cedures to the results of operations and the statement of cash
flows, except for beginning inventory, it is inappropriate to issue
a compilation or review report. Best practice suggests that prac
titioners should avoid engagem ents that com bine SASs and
SSARSs requirements.
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W hat about an engagement involving a reviewed balance sheet
and a compiled statement of income? Is this type of a split ap
proach appropriate for practitioners to consider? Again, this is
not addressed in the SSARSs; thus, it is not prohibited. However,
some practitioners believe that it is sound practice to avoid this
kind of combination. Another determining factor to consider is
the idea that usually when one statement has been reviewed, the
additional work necessary to review the other statements (instead
of presenting compiled statements) is m inim al for the practi
tioner to complete.
Applicability of the SSARSs to Financial Statements Included in
Consulting Reports
Do the SSARSs provide an exemption for financial statements of
nonpublic entities included in consulting service reports?

Unaudited financial statements of nonpublic entities are often in
cluded in consulting services reports. W hat is the reporting respon
sibility for the CPA or consultant regarding such statements?
Some CPAs and consultants believe that the financial statements
are “incidental” to the purpose of the consulting engagement,
that reporting is governed solely by consulting services standards,
and that the inclusion of a compilation report creates user confu
sion. Consequently, they do not believe that CPAs and consul
tants are required to report on financial statements included in
consulting reports.
Other CPAs and consultants distinguish between consulting re
ports that are intended for “restricted use” and those intended for
“third-party use.” Those professionals believe that financial state
ments included in consulting reports should at least be compiled
if the consulting report is intended for third-party use. However,
they do not believe compilation is necessary if the use of the re
port is limited to the client and its advisers.
The SSARSs contain no provision to exempt historical financial
statements included in consulting reports. Likewise, the SSARSs
do not provide for different levels of service depending on the
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intended use of financial statements, other than the exemption
provided for certain personal financial statements (SSARS 6, Re
p o r tin g on P ersonal F in a n cia l Statem ents In clu d ed in W ritten P er
so n a l F in a n cia l P lans [AICPA, P rofession al Standards, vol. 2, AR
sec. 600]) and the exemption related to certain litigation support
services (Interpretation No. 20, “Applicability of Statements on
Standards for Accounting and Review Services to Litigation Ser
vices,” of SSARS 1 [AICPA, P rofessional Standards, vol. 2, AR sec.
9100.76—.79]). Consequently, the SSARSs currently require that
any financial statements that the accountant submits to clients or
others, including statements included in consulting reports, at
least be compiled.
However, if the financial statements included in the consulting ser
vices report are (1) compiled or reviewed by another accountant or
(2) are prepared by the client, the SSARSs do not apply to such
statements. However, it is good practice to eliminate any confusion
in the consulting services report by stating, for example—
• If compiled by another CPA—
The 20X1 financial statements of XYZ Company were
compiled by other accountants [do not mention name],
whose report dated February 1, 20X2, stated that they
did not express an opinion or any other form of assur
ances on those statements.
•

If prepared by the client—
We have not compiled, reviewed, or audited the financial
statements presented on pages X through Y and, accord
ingly, we assume no responsibility for them.

The Year 2000 Issues— It Is Not Over Yet!
What responsibility does a CPA have for detecting year 2000 problems in
a compilation or review engagement? Should engagement letters issued
after January 1, 1999, contain anything about the Year 2000 Issue?

According to Sandra L. Smith, CPA, speaking at the 30th Annual
1999 Massachusetts Society of CPAs’ Accounting and Auditing
Conference on June 11, 1999, 55 percent of the year 2000 bugs
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w ill occur after January 1, 2000! The year 2000 issue has been
addressed in this Alert for the last two years. Until 2001, how
ever, certain practices still need to be considered.
It remains the case that CPAs have no responsibility when per
forming compilation and reviews to detect a client’s year 2000
problems. Nevertheless, if the CPA becomes aware of financial
statement information in either a compilation or a review that is
inaccurate, incomplete, or misleading, he or she is obligated by
SSARS 1 to obtain revised or additional information without re
gard to whether it is caused by year 2000 or something else.
To make sure that clients understand that a compilation or review
engagement is not designed to detect whether an entity’s infor
mation system is year 2000 ready, this Alert for the last two years
has suggested that the following be included in all compilation
and review engagement letters.
A compilation (review) of financial statements conducted in ac
cordance with Statements on Standards for Accounting and Re
view Services is not designed to detect whether an entity’s
information systems are year 2000 ready. However, we may
choose to communicate matters that come to our attention re
lating to the year 2000 issue for the benefit of management.
This item should, again, be included in all compilation and re
view engagement letters, even those issued after January 1, 2000.
To enable clients to understand why the matter is presented in
engagement letters for periods after January 1, 2000, practition
ers may add as the first sentence the following sentence to the en
gagement letter language:
For your information, year 2000 problems or bugs may not
surface until after January 1, 2000.
The AICPA has issued nonauthoritative guidance relating to Year
2000 Issues, available free of charge on the AICPA’s Web site at
www.aicpa.org/members/y2000/intro.htm. This document sum
marizes the applicable accounting and disclosure guidance. Also
refer to a discussion of the Year 2000 Issue in this year’s general
A udit Risk A lert 1999/2000 (Product No. 022250kk).
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One of the biggest issues that CPAs may have to struggle with rel
ative to year 2000 is the going-concern problem. W hat responsi
bility does a CPA have for year 2000 matters in a compilation
or review engagement that m ay cause the entity to have goingconcern problems? According to Interpretation No. 11 of SSARS
1 (AR sec. 9100.33-.40), the CPA's responsibility is to review the
adequacy of disclosure about going concern. Year 2000 problems
could cause conditions and events of the kind that may cause the
entity to have a going-concern problem. The CPA may, but is not
required to, read an Auditing Interpretation issued in June 1998,
Interpretation No. 2, “Effect of the Year 2000 Issue on the Audi
tor's Consideration of an Entity’s Ability to Continue as a Going
Concern,” of SAS No. 59 (AICPA, P rofessional Standards, vol. 1,
AU sec. 9341.03—.27). The Interpretation provides examples of
conditions and events caused by Year 2000 Issues, such as revenue
losses due to m anufacturing equipm ent that is not year 2000
ready and year 2000 remediation costs in excess of available re
sources. These examples may be useful in helping a CPA evaluate
going-concern disclosures in com piled or reviewed financial
statements.
A Reminder About Going-Concern Emphasis Paragraphs
What is required for going-concern matters in compilation and review
engagements?

In review of the issues related to year 2000 discussed in the previ
ous section, CPAs may encounter more going-concern problems
in their compilation and review engagements this year and next
year. Here is a summary of what is required for going concern by
the SSARSs.
1. SAS No. 59 (AICPA, P ro fessio n a l S tan dards, vol. 1, AU
sec. 341.10—.11) provides mandatory guidance on evaluat
ing the adequacy of going-concern disclosure in financial
statements that are compiled or reviewed. See the section
“A pplicability of SASs to SSARS Engagements” in this
Alert.
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2. If full-disclosure fin ancial statem ents (GAAP or
OCBOA) need the going-concern disclosures required in
number 1 in this list and the disclosures are omitted, the
com pilation or review report must be modified because
of the departure. Financial statements that omit substan
tially all disclosures do not have to have going-concern
disclosures.
3. If the full-disclosure financial statements include appropri
ate information about a going-concern matter, the CPA is
not required to modify (or add an emphasis paragraph) to
the compilation or review report.
4. If the CPA opts to add an em phasis paragraph to the
com pilation or review report, Interpretation No. 11 of
SSARS 1 (AR sec. 9100.38) suggests using the following
paragraph:
As discussed in Note X, certain conditions indicate that
the Company may be unable to continue as a going
concern. The accompanying financial statements do
not include any adjustments to the financial statements
that might be necessary should the Company be unable
to continue as a going concern.
Note: Under no circumstances should the term substan tial d o u b t
be used in the paragraph in item 4 above. S ubstantial d o u b t is an
auditing term based on audit evidence, not review procedures or
compilation information.
The New Review Representation Letter
What is the status of the ARSC’s plan to revise the illustrative review
representation in appendix D of SSARS 1 ?

In November 1997, the Accounting Standards Board (ASB) is
sued SAS No. 85, M a n a gem en t R epresentations (AICPA, P rofes
sio n a l Standards, vol. 1, AU sec. 333), to expand, among other
things, the list of specific representations to be obtained that are
consistent w ith current au dit practice and reflect recent ac
counting pronouncements. The ARSC, in response to SAS No.
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85, issued in February 1999 a revised illustrative representation
letter for review engagements. The revised representation letter
supercedes the old letter presented in appendix D of SSARs 1
(AICPA, P ro fessio n a l S ta n d a rd s, vol. 2, A R sec. 100.55). The
C od ifica tio n o f S tatem en ts on S tandards f o r A cco u n tin g a n d R e
v iew S ervices, dated January 1, 1999, contains the revised repre
sentation letter in appendix D o f SSARS 1. We present the
revised letter in appendix C of this Alert, with deletions from
the prior letter noted by text m arked w ith strikethrough
(strikethroughs) and new additions presented in text marked in
boldface italics ( b o ld fa c e ita l). The revised letter was not ex
posed because the revisions made were editorial, not am end
m ents to SSARS 1. CPAs should be using the new
representation letter in all review engagements. It is especially
useful in helping the CPA tailor the representations to individ
ual client circumstances.
Executive Summary— Selected Reporting Issues
• Some practitioners suggest that it is best for CPAs to avoid engage
ments involving an audit of one financial statement and a review of
another (for example, 20X1 balance sheet audited and 20X1 income
statement reviewed) and that it is a good idea to avoid engagements
involving a reviewed balance sheet and a compiled statement of in
come.
• SSARs requires that any financial statement that you submit to
clients or others, including financial statements in consulting re
ports, must at least be compiled.
• A significant percent of the year 2000 bugs might occur after January 1,
2000. Therefore, make sure that your engagement letters address year
2000—even engagement letters issued after January 1, 2000.
• If you opt to include a going-concern emphasis paragraph in a com
pilation or review report, do not use the term substantial doubt in
that report.
• Representation letters are required for all review engagements.
Make sure that you are using the new representation letter issued in
February 1999.
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Independence and Client Services— Significant Changes Made in 1999
What is the significance of the new Ethics Interpretation on performance of
other services to CPAs doing compilations and reviews? What are some of
the common situations that CPAs performing compilations and reviews
encounter and what effect do these situations have on independence?

For many small entities, the CPA serves as the primary business
consultant and provides accounting services other than compila
tion and review. In providing such services, the CPA m ay un
knowingly perform activities ancillary to a compilation or review
engagement that impair independence. A CPA is precluded from
issuing an audit or review report on the financial statements of an
entity to which he or she is not independent, but the CPA may
compile such financial statements. If he or she is not independent
in a compilation engagement, the following paragraph should be
added to the compilation report:
I am (We are) not independent with respect to XYZ Company.
Independence is a difficult subject. Generally, CPAs are indepen
dent if they are free from obligations or interests in their clients.
Independence is easy to define but difficult to apply. The primary
rules governing independence are found in rule 101, the Inter
pretations of rule 101, and related independence rulings, of the
AICPA C ode o f P rofessional C onduct. The CPA should also con
sult the independence rules of (1) his or her state board of ac
countancy, (2) his or her state CPA society, and (3) any applicable
regulatory agency.2
In May 1999, the AICPA Professional Ethics Executive Committee re
vised Ethics Interpretation 101-3 (formerly tided “Accounting Services”)
and issued a new 101-3, “Performance of Other Services” of ET section
101, In dependence (AICPA, Professional Standards, vol. 2, ET sec.
101.05). This Interpretation provides numerous examples of various
types of services being performed in todays practice environment and
the impact such services have on the member's independence. This revi
sion affects CPAs performing compilations and reviews.
2 The Independence Standards Board, a private sector body established by the AICPA
and the SEC, is charged with the responsibility to create, codify, amend, and preserve
independence standards for audits of public companies, not nonpublic entities.
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According to the new Interpretation, a CPA who performs a com
pilation (which requires the addition of a paragraph to the compi
lation report if not independent) or a review (which requires
independence) should, before performing other services—
• Establish an understanding with the client (preferably in
w riting) about the other service engagement, including
(a) the objectives of the engagement, (b) the services to be
performed, (c) management responsibilities, (d) the CPAs
responsibilities, and (e) the limitations of the engagement.
•

Be satisfied that the client is in a position to make an in
formed judgment on the results of the other services and
that the client understands its responsibility to—
- Designate a management-level individual to be respon
sible for overseeing the services to be performed.
- Evaluate the adequacy of the services performed and the
results.
- M ake management decisions, including accepting re
sponsibility for the results.
- Establish and m aintain internal controls, including
monitoring activities.
To avoid impairing independence, the CPA, according to
the Interpretation, should not perform any management
function or make m anagem ent decisions for the client.
The Interpretation provides the following examples (not
all-inclusive) of activities that impair independence.

• Authorizing, executing, or consummating a transaction, or
otherwise exercising authority on behalf of a client (for ex
ample, negotiating a transaction), or having the authority
to do so
•

Preparing source documents (for example, purchase or
ders, payroll time records, and customer orders) or origi
nating data, in electronic or other form evidencing the
occurrence of a transaction

•

Having custody of client assets
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•

Supervising client employees in the performance of their
normal recurring activities

•

Determining which recommendations of the CPA should
be implemented

•

Reporting to the board of directors on behalf of management

•

Serving as a client’s stock transfer or escrow agent, registrar,
general counsel, or its equivalent

The Interpretation also includes additional examples (categorized
by type of service, that is, bookkeeping and payroll) of activities
that would not impair and that would impair independence. See
the table “Impact on Independence of Performance of Other Ser
vices,” in appendix D of this Alert.
Here are some other independence issues that commonly occur
with compilation and review clients.
Unpaid Fees (Not Applicable to Bankruptcy)
Independence is considered impaired if, when the compilation
or review report on the current year is issued, billed or unbilled
fees or a note receivable arising from such fees remain unpaid
for any professional services provided more than one year prior
to the date of the report. (AICPA, P rofession a l S tandards, vol. 2,
ET sec. 191.103—.104)
A CPA having a valued client that has fallen on hard times and is not
able to pay all of last year’s fees may consider such options as—
•

D elaying the work or issuance of the report for a short
time until the client is able to pay.

•

Discounting the invoices from last year, thereby enabling
the client to pay the past due fees.

•

Performing a compilation with a paragraph added because
of the lack of independence.

•

CPA’s Spouse is Client’s Accountant
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In this situation, the CPA m ay not im pair his or her indepen
dence if the spouse performs functions in accordance with the re
quirements of Interpretation 101-3. (See a description of the new
Interpretation earlier in this Alert.) In other words, the spouse
can perform the same services that the CPA could perform
under Interpretation 101-3. (AICPA, P ro fessio n a l S ta n d a rd s,
vol. 2, ET sec. 191.011 - .0 12)
CPA Belongs to a Social Club
A CPA who belongs to a social club such as a country club or ten
nis club in which he or she is required to acquire a pro rata share of
equity or debt securities would not impair the independence of his
or her firm with respect to the social club. The equity or debt own
ership is not considered to be a direct financial interest under Rule
101. However, the CPA should not serve on the social club's gov
erning board or participate in its management. (AICPA, P rofes
sion a l Standards, vol. 2, ET sec. 191.033-.034)
CPA Has a Financial Interest in a Cooperative, Condominium
Association, Planned Unit Development, Homeowners
Association, Time-Share Development, or Other Common
Interest Realty Association3
In any of these situations, the CPAs independence is impaired
unless all the following conditions are met:
• The association perform s functions sim ilar to a local
government.
• The association’s annual assessment is not material to the
CPA, to his or her firm, or to the association’s operating
budgeted assessments.
• The liquidation of the association (sales of common as
sets) would not produce a distribution to the CPA or his
or her firm.

3 See the Common Interest Realty Association Audit Risk Alert 1999/2000 (Product No.
012488kk).
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•

Creditors of the association would not have recourse to the
CPA or his or her firm.

• The CPA or his or her firm does not act or appear to act as
an employee or a member of m anagem ent, including
membership on the board of directors or committees.
If the CPA in his or her capacity as an officer of the common in
terest realty, issues financial statements, the author recommends
that a simple transmittal letter be attached to the financial state
ments, not a com pilation report w ith a lack-of-independence
paragraph. The transmittal letter should identify the CPA as an
officer of the association. (AICPA, P rofessional Standards, vol. 2,
ET sec 1 9 1 .0 6 l-.0 6 2 )
CPA as Lessor o f a Client
A CPA owns a building and leases a portion of the space to a
client. If the lease meets the criteria of an operating lease, the
terms and conditions are comparable with similar leases, and all
amounts are paid in accordance with the terms, independence is
not im paired. However, independence is im paired if the lease
meets the criteria for a capital lease or if the lease is considered
to be a loan to the client. (AICPA, P rofession a l S tandards, vol. 2,
ET sec. 191.182-.183]
To keep up with the ever-changing and voluminous number of
independence pronouncements, the CPA should at least annually
scan Rule 101, the Interpretations thereof, and the related rulings
to identify issues relevant to his or her practice. Moreover, when
issues arise, best practice suggests that you call the toll-free
AICPA’s Ethics Hotline at (888) 777-7077 email your question
to ethics@aicpa.org.
Recurring Deficiencies Noted in Compilation and Review Engagements
What are some of the most frequent deficiencies identified in peer
reviews that relate to compilation and review engagements?

In August 1999, the AICPA published 1998/1999AICPA P eer Re
v iew B oard O versight Task F orce R eport a n d C om ments. The report
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provides needed insights about recurring deficiencies identified in
the peer review process, which includes compilation and review
engagements. The recurring problems are divided into three cate
gories: (1) significant engagement deficiencies, (which would nor
m ally cause the engagem ent to be substandard);4 (2) m inor
engagement deficiencies (which would, by themselves, not cause
an engagement to be substandard); and (3) specific common fi
nancial statement deficiencies (these are not segregated among au
dits, reviews, and compilation).
Significant Engagement Deficiencies
The following is a list of significant engagement deficiencies you
need to be aware of:
• Issuance of a review report when the CPA is not independent
•

Failure to disclose the lack of independence in a compila
tion report

• Failure to disclose the omission of substantially all disclo
sures (in a compilation without disclosures)
•

Failure to disclose the omission of the statement of cash flows
in financial statements prepared in accordance with GAAP

•

Failure to disclose an OCBOA for financial statements
compiled without disclosures, when the basis of account
ing is not readily determinable from reading the report

• Failure to disclose, in the CPAs report, a material depar
ture from professional standards (Examples include omis
sion of significant income tax provision on interim
financial statements, omission of significant disclosures re
lated to defined employee benefit plans, or omission of re
quired supplemental information for a common interest
realty association.)
• Inclusion of material balances that are not appropriate for
the basis of accounting used
4 Such deficiencies are those that are considered to be material to understanding the
report or financial statements or that represent critical procedures.
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• Failure to include a material amount or balance necessary
for the basis of accounting used (Examples include omis
sion of material accruals, failure to amortize a significant
intangible asset, the failure to provide for material losses or
doubtful accounts, or failure to provide for material de
ferred income taxes)
• Significant departures from the financial statement for
mats prescribed by industry accounting and audit guides
•

O mission of the disclosure(s) related to significant ac
counting policies applied (GAAP or OCBOA)

•

Omission of significant matters related to the understand
ing of the financial statements (the cumulative material ef
fect of a number of deficiencies)

• Improper accounting for a material transaction (for exam
ple, recording a capital lease as an operating lease)
• Misclassification of a material transaction or balance
•

Failure to perform analytical and inquiry procedures for a
review engagement

•

Failure to obtain a client management representation letter
for a review engagement

•

Failure to document the significant matters covered in the
accountant's inquiry and analytical procedures on a review
engagement

Minor Engagement Deficiencies
The following is a list of minor engagement deficiencies you need
to be aware of:
• Failure to report on supplemental information (a reason
able reader of the report will likely presume the same level
of responsibility as that of the basic financial statements)
• M inor departures from standard report language, provided
that it is not otherwise misleading
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•

Failure to reference all time periods encompassed by the
financial statements

• M inor report-dating departures
•

O m itted or inadequate disclosures related to m inor ac
count balances or transactions (for example, minor disclo
sure deficiencies related to accounting policies, inventory,
valuation allowances, long-term debt, related party trans
actions, and concentrations of credit risk)

• M inor departures from the financial statement formats
recommended by industry accounting guides
• Use of financial statement tides that are not appropriate for the
basis of accounting used when the CPAs report, financial state
ments, or notes otherwise indicate the basis of accounting (For
example, “balance sheet” that is associated with GAAP may not
be appropriate for cash basis financial statements.)
•

Failure to include the title “Selected Information— Substan
tially All Disclosures Required by GAAP are Omitted” as ap
propriate for the presentation of certain selected disclosures

•

Failure to use a work program or reporting and disclosure
checklist when required by firm policy (Professional stan
dards do not require the completion of such items.)

Specific Common Financial Statement Deficiencies
The following is a list of common financial statement deficiencies
you need to be aware of:
• Assets
- Improper classification between current and long-term
assets
- Investment in majority-owned or controlled subsidiary
not consolidated
-

Cash overdrafts shown as a negative balance

- Accounts receivable shown on cash basis fin ancial
statements
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- Investments in debt and equity securities not classified
or measured correctly
• Liabilities
-

Improper classifications between current and long-term
debt

-

Demand liabilities classified as long-term

- Nonrecognition of liability for compensated absences
- Nonrecognition of capital leases
- Improper recognition of deferred revenue
•

Statement of income
- Income tax provision, where applicable, not recorded
on interim financial statements
- Reporting period not clearly identified
- Sign ifican t com ponents of incom e tax expense not
disclosed

•

Statement of cash flows
-

Cash flow statement not categorized by operating, in
vesting, and financing activities

- Misclassification of activities, especially between invest
ing and financing activities
- No disclosure of noncash investing and financing activities
- No disclosure of interest and taxes paid for indirect
method (may be in the notes)
- Statement not presented for each period that statement
of income is presented
•

Incomplete and missing disclosures
- Significant accounting policies
-

Basis of accounting other than GAAP

- Concentrations of credit risk
-

Disclosures about fair value of financial instruments
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-

Disclosures about risks and uncertainties

- Disclosure of five-year debt maturities
- Related-party transactions
- Leases
- Inadequate employee benefit plan disclosures
-

Inadequate disclosure about deferred taxes

- Modifications to cash basis of accounting
- Use of estimates
- Inform ation about concentrations (of products, ser
vices, customers, and suppliers)
Peer Review Requirements— Old and New
What are the new changes to peer review requirements and how do they
affect compilation and review engagements?

Current Requirements
A ny CPA firm that performs a com pilation or a review under
SSARs, engagem ents under the SASs, or engagem ents under
Statements on Standards for Attestation Engagements (SSAEs)
must be peer reviewed every three years. If a CPA firm performs
any engagement under the SASs or any examination of prospec
tive financial information, that firm must have an on-site peer
review. Otherwise, the firm is perm itted to have an off-site re
view.
New Requirements
On October 5, 1999, the AICPA Peer Review Board adopted a
number of changes in the peer review process. The changes that
were passed are significantly different from the proposed changes
in the M ay 17, 1999, exposure draft. Under the revised stan
dards, which will be effective January 1, 2001, engagements that
were previously subject to peer review will not change. However,
there will be three types of peer reviews:
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1. R eport review — Firms that only perform compilations that
omit substantially all disclosures would have a report re
view that is a streamlined peer review.
2. System review — Firms that perform engagements under the
SASs or examinations of prospective financial information
would have a system review. It is essentially the same as the
previous on-site peer review.
3. E ngagem ent review — Firms that are not required to have a
system review and are not eligible to have a report review
would have an engagement review. However, in addition,
the peer review would include a review of the firm’s work
ing paper documentation to determine if it conforms with
SSARS and SSAE requirements.
Summary of Outstanding SSARS Interpretations as of October 1 , 1999
What SSARS Interpretations are currently in effect, and what topics do
they address?

The ARSC staff has been authorized to issue Interpretations to
provide timely guidance on the application of pronouncements of
the committee. Members of that committee review Interpretations.
An Interpretation is not as authoritative as a SSARS, but members
should be aware that they may have to justify a departure from an
Interpretation if the quality of their work is questioned.
Following is a summary of the current (as of October 1, 1999)
SSARS Interpretations.
Interpretations of SSARS 1
The following are relevant Interpretations of SSARS 1.
•

Interpretation No. 1, “Omission of Disclosures in Reviewed
Financial Statements” (AICPA, P rofessional Standards, vol. 2,
A R sec. 9100.01-.02) (December 1979)
- Precludes the accountant from accepting an engagement
to review financial statements that omit substantially all
the disclosures required by GAAP (or OCBOA)
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-

•

Gives guidance on the reporting implications if an ac
countant who has undertaken to review financial state
ments subsequently finds that the client declines to
include substantially all required disclosures

Interpretation No. 2, “Financial Statements Included in
SEC Filings” (AICPA, P rofession a l S tandards, vol. 2, AR
sec. 9 1 0 0 .0 3 -.0 5) (December 1979)
— Basically concludes that a compilation or review report
should not be filed with the SEC.

• Interpretation No. 3, “Reporting on the Highest Level
o f Service” (AICPA, P ro fessio n a l S ta n d a rd s, vol. 2, AR
sec. 9 1 0 0 .0 6 -. 12) (December 1979)
— Requires that if an accountant provides more than one
level of service on the same financial statements, the
financial statements should be accompanied by the ac
countant’s report that is appropriate for the highest level
of service provided
— Does not preclude the accountant from using proce
dures that go beyond those required for the level of
assurance expressed
-

•

Does not require that the accountant “step up” the level
of his or her report if the accountant uses procedures
that go beyond those required for the level of assurance
expressed

Interpretation No. 4, “Discovery of Information After the
Date of the A ccountant’s Report” (AICPA, P ro fessio n a l
Standards, vol. 2, A R sec. 9100.14—.15) (November 1980)
-

Emphasizes the need for professional ju d gm en t in
determ inin g an appropriate course o f action when
inform ation becomes available after the date of the
accountant’s report that causes the accountant to be
lieve that the com piled or reviewed fin ancial state
m ents m ay be incorrect, incom plete, or otherwise
unsatisfactory
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— Instructs the accountant to consider the reliability of
the information and the existence of persons known to
be relying on or likely to rely on the financial state
ments when m aking a decision about an appropriate
course of action
•

Interpretation No. 5, “Planning and Supervision” (AICPA,
P rofession a l Standards, vol. 2, AR sec. 9 1 00 .16-.17) (ap
proved M ay 1981; issued August 1981)
— Clarifies that SAS No. 22 does not apply to compilation
or review engagements
— Suggests that the accountant may wish to consider SAS
No. 22 and other references when planning and super
vising a compilation or review engagement

• Interpretation No. 6, “Withdrawal From Compilation or Re
view Engagement” (AICPA, Professional Standards, vol. 2, AR
sec. 9100.18-.22) (approved May 1981; issued August 1981)
— Identifies circumstances in which it is appropriate for
an accountant to withdraw from an engagement
Circumstances suggested include those in which the na
ture, extent, and probable effect of GAAP departures or
departures from an OCBOA m ight cause the accountant
to question whether the departures are a result of the pre
parer’s intention to mislead those who might reasonably be
expected to use the financial statements.
The accountant would also withdraw from a compilation
or review engagement if the financial statements are not re
vised after the accountant requests that revisions be made,
and the client refuses to accept the modified standard re
port that the accountant believes is appropriate.
• Interpretation No. 7, “Reporting W hen There Are Signifi
cant Departures From Generally Accepted Accounting Prin
ciples” (AICPA, P rofession a l S tan dards, vol. 2, AR sec.
9 1 0 0 .2 3 -.2 6) (approved M ay 1981; issued August 1981)
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— Indicates that a statement in a compilation or review re
port that the financial statements are not in conformity
w ith GAAP or an “other comprehensive basis of ac
counting” would be tantam ount to expressing an ad
verse opinion on the financial statements taken as a
whole; therefore, an accountant is precluded from mak
ing such a statement (Such an opinion can be expressed
only in the context of an audit engagement.)
— Does not preclude the accountant from emphasizing the
limitation of the financial statements in a separate para
graph of the report (This separate paragraph is not, how
ever, a substitute for disclosure of the specific GAAP or
OCBOA departures or the effects of the departures.)
•

Interpretation No. 8, “Reports on Specified Elements, Ac
counts, or Items of a Financial Statement” (AICPA, P rofes
sion a l Standards, vol. 2, AR sec. 9100.27-.28) (November
1981)
— Clarifies that the SSARS 1 reporting requirements for a
review do not apply to presentations of specified ele
ments, accounts, or items of financial statements, be
cause these presentations do not meet the definition of
a financial statement.
— Refers the accountant to SAS No. 75 for guidance on re
porting on the results of applying agreed-upon procedures
to specified elements, accounts, or items of a financial
statement (SSAEs provide guidance on reporting on such
presentations when the accountant is engaged to express
moderate assurance in a review report.)

• Interpretation No. 9, “Reporting W hen Management Has
Elected to Omit Substantially All Disclosures” (AICPA, Profes
sional Standards, vol. 2, A R sec. 9100.29-.30) (May 1982)
— Allows the accountant to modify the language in the sam
ple report in SSARS 1 (AR sec. 100.21) from “Manage
ment has elected to omit substantially all disclosures”
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-

Stresses that the language used should clearly indicate
that the omission of substantially all disclosures is the
entity’s decision, not the accountant’s

- Encourages the use of the language in the sample report
in SSARS 1 (A R sec. 100.21).
• Interpretation No. 10, “Reporting on Tax Returns”
(AICPA, Professional Standards, vol. 2, A R sec. 9100.31—.32)
(November 1982)
- Exempts the accountant from compiling the financial
information contained in a tax return, although the ac
countant may accept an engagement to compile or re
view such a presentation.
• Interpretation No. 11, “Reporting on U ncertainties”
(AICPA, Professional Standards, vol. 2, AR sec. 9100.33—.40)
(December 1982)

•

-

Directs the accountant to SAS No. 39 (AU sec.
3 4 l.1 0 - .11) for guidance in evaluating the disclosure
of uncertainties.

-

Does not require the accountant to modify his or her
report if uncertainties are appropriately disclosed in the
financial statements

-

Does not require modification of a compilation report
on financial statements that omit substantially all dis
closures required by GAAP (or OCBOA), provided the
report clearly indicates the omission and the client’s de
cision to omit the disclosures was not, to the accoun
tant’s knowledge, undertaken w ith the intention of
misleading users of the statements

-

Suggests, but does not require, language that m ay be
used if an accountant wishes to draw attention to an
uncertainty in an emphasis paragraph of a compilation
or review report.

Interpretation No. 12, “Reporting on a Comprehensive
Basis o f A ccounting O ther T han G enerally Accepted
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Accounting Principles” (AICPA, P ro fessio n a l S tan d ards,
vol. 2, A R sec. 9 1 00 .41-.49) (issued December 1982; re
vised November 1992)
- Illustrates how the standard compilation and review re
ports should be m odified if financial statements are
prepared on OCBOA
-

Indicates that notes to the financial statements should
state the basis of presentation and describe how that
basis differs from GAAP

If notes present this information, the standard compilation
and review reports should be used appropriately modified
to identify the financial statement title (for example, Bal
ance Sheet— Income Tax Basis).
W hen an accountant compiles OCBOA financial state
ments that omit substantially all disclosures, either a foot
note or a note to those statements should disclose the basis
of accounting. If that disclosure is not made, the following
sentence should be added to the first paragraph of the ac
countant’s report:
The financial statements have been prepared on the ac
counting basis used by the Company for federal income
tax purposes, which is a comprehensive basis of account
ing other than generally accepted accounting principles.
•

Interpretation No. 13, “Additional Procedures” (AICPA,
P ro fessio n a l S ta n d a rd s, vol. 2, A R sec. 9 1 0 0 .4 6 -.4 9 )
(March 1983)
- Permits the accountant to perform additional procedures
in a compilation or review engagement without requiring
the accountant to change the engagement level

•

In terp retation No. 15, “D ifferen tiatin g a F inancial
Statement Presentation From a Trial Balance” (AICPA,
P r o fe s s io n a l S ta n d a rd s, vol. 2, A R sec. 9 1 0 0 .5 4 -.5 7 )
(September 1990)
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-

Identifies the attributes o f a financial statem ent and
those of a trial balance

- Assists an accountant in determining whether a finan
cial statement presentation is a financial statement, re
quiring compliance with the provisions of SSARS 1, or
a trial balance that does not require compliance w ith
the provisions of SSARS 1
• Interpretation No. 17, “Submitting Draft Financial State
m ents” (AICPA, P ro fessio n a l S ta n d a rd s, vol. 2, A R sec.
9 1 0 0 .6 l-.6 2 ) (September 1990)
-

Prohibits an accountant from submitting draft financial
statements without intending to submit those financial
statements in final form accompanied by an appropriate
compilation or review report

-

Requires that draft financial statements be so marked

- Suggests that an accountant document the reasons why
he or she intended to submit but never submitted final
financial statements, should that situation occur
•

Interpretation No. 18, “Special-Purpose Financial Presen
tations to Comply with Contractual Agreements or Regu
latory Provisions” (AICPA, P rofession al S tandards, vol. 2,
AR sec. 9 1 0 0 .6 3 -7 2 ) (September 1990)
- Permits an accountant, if asked to report on specialpurpose financial statements prepared to comply with a
contractual agreem ent or regulatory provision that
specifies a special basis of presentation, to issue a com
pilation or review report on those financial statements
in accordance with SSARS 1
- Describes how to report on presentations based on con
tractual agreements or regulatory provisions that require
a financial presentation that (1) does not constitute a
complete presentation of the entity’s assets, liabilities, rev
enues, or expenses but is otherwise prepared in confor
m ity with GAAP or OCBOA or (2) uses a prescribed
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basis of accounting that does not result in a presentation
in conformity with GAAP or OCBOA.
•

Interpretation No. 19, “Reporting W hen Financial State
ments Contain a Departure From Promulgated Account
ing Principles T hat Prevents the Financial Statements
From Being M isleading” (AICPA, P rofession al S tandards,
vol. 2, A R sec. 9100.73-.75) (February 1991)
- Addresses Ethics Rule 203, A cco u n tin g P rin cip les o f
AICPA C ode o f P rofessional C on du ct, which prohibits a
member from expressing an opinion that financial
statements are presented in conformity with GAAP if
the member is aware that the statements contain a
GAAP departure (If the statements contain a GAAP de
parture, and the member can demonstrate that due to
unusual circumstances, compliance with GAAP would
render the financial statements misleading, the member
can comply with rule 203 by describing in the report
the departure; its approximate effects, if practicable;
and the reasons why compliance with GAAP would re
sult in misleading statements.)
- Indicates that if the circumstances contemplated by rule
203 exist in a review engagement, the accountant’s re
view opinion should be unmodified to contain a sepa
rate paragraph, including the information required by
rule 203
-

Clarifies that rule 203 does not apply to compilation
engagements (If the circumstances contem plated by
rule 203 exist in a compilation engagement, an accoun
tant should follow the guidance in SSARS 1 [AR sec.
1 0 0 .3 9 -.4 l] for reporting on a com pilation engage
ment with a GAAP departure.)

Note: Some practitioners suggest that it is highly unlikely
that the situation described in this Interpretation would
ever occur in practice.
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• Interpretation No. 20, “A pplicability of Statements on
Standards for Accounting and Review Services to Litiga
tion Services” (AICPA, P rofession al Standards, vol. 2, AR
sec. 9100.76-.79) (M ay 1991)
— Indicates that SSARSs do not apply to financial state
ments subm itted in litigation services that involve
pending or potential proceedings before a court, regula
tory body, or governmental authority (or the agent of
any of these) such as a grand jury or an arbitrator (me
diator) when the (a) accountant is an expert witness or a
“trier of fact” (or an agent for one), (b) accountant’s
work is subject to detailed analysis and challenge by
each party to the dispute, and (c) accountant is engaged
by the attorney and protected by the attorney’s work
product privilege
Interpretation of SSARS 2
The following is a relevant Interpretation of SSARS 2.
•

Interpretation No. 1, “Reporting on Financial Statements
That Previously Did Not O mit Substantially All Disclo
sures” (AICPA, P ro fessio n a l S ta n d a rd s, vol. 2, A R sec.
9200.01—.04) (November 1980)
- States that if the financial statements are compiled (dis
closures omitted) from financial statements that previ
ously did not om it disclosures, the accountant’s
reference to the previous reports should include a de
scription or quotation of any report m odification or
emphasis matter.

Interpretation of SSARS 3
The following is a relevant Interpretation of SSARS 3.
•

Interpretation No. 1, “Omission of Disclosures in Finan
cial Statements Included in C ertain Prescribed Forms”
(AICPA, Professional Standards, vol. 2, AR sec. 9 3 0 0 .0 1 -.03)
(May 1982)
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-

Indicates that an accountant who has reviewed financial
statements of a nonpublic entity may issue a compila
tion report on financial statements for the same period
in a prescribed form that calls for a departure from
GAAP (When the difference between the previously re
viewed financial statements and the financial state
ments included in the prescribed form is limited to the
omission of disclosures not requested by the form, the
accountant may wish to refer to the review report in the
prescribed form compilation report.)

Interpretation of SSARS 4
The following is a relevant Interpretation of SSARS 4.
•

Interpretation No. 1, “Reports on the Application of Ac
counting Principles” (AICPA, P rofession a l Standards, vol.
2, A R sec. 9400.01-.05) (August 1987)
-

States that an accountant who has been asked to pro
vide w ritten or oral advice on the application of ac
counting principles to a client whose financial
statements are com piled or reviewed by another ac
countant is obligated to follow SAS No. 50.

Interpretation o f SSARS 6
The following is a relevant Interpretation of SSARS 6.
•

Interpretation No. 1, “Subm itting a Personal Financial
Plan to a Client’s Advisers” (AICPA, P rofessional Standards,
vol. 2, ARsec. 9600.01-.03) (M ay 1991)
- Allows the accountant to submit a written personal fi
nancial plan, to be implemented by the client or his or
her advisers, without complying with SSARS 1 (Exam
ples of implementation include an (a) insurance broker
to identify specific products, (b) investment adviser to
provide investment portfolio recommendations, and (c)
attorney to draft a will or trust agreement.)
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Applicability of the International Compilation and Review Standards
Under what circumstances is it permissible for the CPA to use the
international compilation and review standards instead of the U.S.
SSARSs?

The International Auditing Practices Committee of the Interna
tional Federation of Accountants has issued two International
Standards on Auditing (ISAs), titled E ngagem ents to C om pile Fi
n a n cia l In form a tion (AICPA, P rofession a l S tandards, vol. 2, AU
sec. 8910) and E n ga gem en ts to R ev iew F in a n cia l S ta tem en ts
(AICPA, P rofessional Standards, vol. 2, AU sec. 8930). The pur
pose of these ISAs is to—
• Provide guidance on the CPA’s professional responsibilities
when engaged to compile or review financial statements.
•

Provide guidance on the form and content of the report
the CPA issues for that compilation or review.

The ISAs do not override the SSARSs. Some practitioners indi
cate that the ISAs should be used only if the com piled or re
viewed financial statements are to be distributed solely for use
outside the United States. If a client intends to distribute com
piled or reviewed financial statements for general use both in and
outside of the United States, and the CPA knows this, the CPA
should not use the ISAs. Instead, he or she should use the U.S.
SSARSs. For example, if a U.S. CPA in San Diego is engaged to
compile the financial statements of a U.S. entity that is partially
owned by a citizen of Mexico, and if the CPA knows that the fi
nancial statements are to be submitted to both U.S. and Mexican
banks, the CPA should comply with U.S. standards (SSARS) and
use the U.S. compilation or review report.
If a CPA practicing in the United States is engaged to compile or
review financial sta tem en ts in a c c o r d a n ce with the ISAs for use
solely outside the United States, the compiled or reviewed finan
cial statements would usually be presented in accordance with In
ternational Accounting Standards or national accounting
standards of another country. In those circumstances, best prac
tices suggest that the U.S. accountant should comply with both
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the applicable ISAs and the applicable SSARS. An engagement of
this nature is generally conducted by performing a compilation
or review in accordance with the SSARS, plus performing the ad
ditional procedures, if any, required by the ISAs.
Executive Summary— Significant 1999 issues
• Remember that if you are not independent, you are precluded from
issuing a review report. A compilation report would be required with
a paragraph added stating that you are not independent. Make sure
that you review the rules governing independence from time to time
to stay abreast of significant changes.
• The Peer Review Board adopted a number of new requirements in
October 1999. Under the old and new requirements, any CPA
firm that performs a compilation or review must be peer reviewed.
The new reviews are: (a) report reviews, (b) engagement reviews,
and (c) system reviews.
• As of October 1, 1999, the ARSC had twenty-two interpretations
outstanding. Make sure that you review these to identify changes, if
any, needed in your practice.
• The International Auditing Practices Committee has issued an inter
national standard on auditing on compilations and an international
standard on auditing reviews. Practice suggests that these ISAs do
not overrride the SSARS and should be used only if the compiled or
reviewed financial statements are to be used solely outside the
United States.
The GAAP Hierarchy for Compiled and Reviewed Financial Statements
What publications are included in the hierarchy o f “must know” GAAP
for accountants performing compilations and reviews?

Although there are different reporting and performance stan
dards for com pilation, review, and audit engagements, GAAP
for compiled and reviewed financial statements are the same as
those for audited financial statements. Footnote 3 of SSARS 1
(AICPA, P ro fessio n a l S tandards, vol. 2, AR sec. 100.04) states
that the GAAP hierarchy presented in SAS No. 69 is also ap
plicable to com pilations and reviews of financial statem ents
performed under SSARSs. An exception to that rule is found in
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SSARS 1, which permits a CPA to compile financial statements
that omit substantially all the disclosures required by GAAP (or
OCBOA).
Because several standard-setting bodies establish GAAP, there is
no single publication that contains all the GAAP pronounce
ments. Each of the following publications contains certain pro
nouncements included in the GAAP hierarchy (that is, the “must
know” GAAP).
• FASB O rigin a l P ron ou n cem en ts—A ccou n tin g S tandards, a
two-volume set, contains the original text of accounting
pronouncements. It includes FASB Statements of Finan
cial Accounting Standards and Interpretations, Account
in g Principles Board O pinions, AICPA A ccounting
Research B ulletins, FASB Technical B ulletins, and
AICPA Accounting Interpretations (also available from
the AICPA).
• AICPA T ech n ical P ra ctice A ids includes all Statements of
Position and Practice Bulletins issued by the Accounting
Standards Executive Com mittee (AcSEC). This publica
tion also contains a selection of nonauthoritative audit, re
view, compilation, and accounting questions answered by
the AICPA’s Technical Information Service (available from
the AICPA).
• FASB E m erging Issues Task F orce Abstracts contains a sum
m ary of the proceedings of the FASB’s Emerging Issues
Task Force (EITF). Each abstract summarizes the account
ing issues involved and the results of the discussion, in
cluding any consensus reached on the issue (available from
the FASB).
•

FASB Implementation Guides (Qs and As) are published
by the FASB staff and provide guidance, in the form of
questions and answers, on the implementation of certain
FASB Statements (available from the FASB).

•

Practitioners who compile or review the financial state
m ents of state and local governm ental entities should
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supplement their professional libraries with the C od ifica
tion o f G overn m en ta l A ccou n tin g a n d F in a n cia l R ep ortin g
S tandards. This text contains current authoritative ac
counting and financial reporting standards for state and
local governmental entities. GASB Statements, Interpreta
tions, and Technical Bulletins are included (available from
the GASB).
• AICPA Audit and Accounting Guides summarize the prac
tices applicable to specific industries and describe account
ing principles and audit procedures unique to these
industries. The accounting guidance included in AICPA
Audit and Accounting Guides is in the GAAP hierarchy as
authoritative GAAP.
W hen a CPA compiles or reviews the financial statements of an
entity, SSARS 1 requires that the CPA have or acquire a level of
knowledge of the accounting principles and practices of the in
dustry in which the entity operates. Although the audit guid
ance included in the Audit and Accounting Guides m ay not be
relevant to practitioners performing compilation and review en
gagements, the industry background, accounting guidance, and
illustrative financial statements that are provided should help
accountants acquire knowledge of a specific industry. The fol
low ing in dustry A udit and A ccounting Guides are available
from the AICPA (product numbers for ordering are shown in
parentheses):
• A gricultural Producers a n d Cooperatives 1999— (012354kk)
• A irlines 1999— (013183kk)
• Banks a n d Savings Institutions 1999— (011178kk)
• Brokers a n d D ealers in S ecurities 1999— (012181kk)
•

Casinos 1999— (013150kk)

•

C om m on Interest R ealty A ssociations 1999— (012488kk)

•

C onstruction C ontractors 1999— (012096kk)

•

C redit Unions 1999— (012060kk)
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• E m ployee B en efit P lans 1999— (012339kk)
• E ntities W ith O il a n d Gas P r o d u cin g A ctivities 1999—
012106kk)
• F ederal G overnm ent C ontractors 1998— (012437kk)— new
guide to be issued in the near future
• F in a n ce C om panies 1999— (012466kk)
• H ealth Care O rganizations 1999— (012440kk)
• In vestm en t C om panies 1998— (012362kk)— new guide to
be issued in the near future
• N ot-for-Profiit O rganizations 1999— (013392kk)
• P ro p erty a n d L ia b ility In su ra n ce C om p a n ies 1999—
(011922kk)
• State a n d L ocal G overnm ental Units 1999— (012059kk)
• Stock L ife In su ran ce C om panies 1994— (012035kk)— new
guide to be issued in the near future
The following general Audit and Accounting Guides also may be of
interest to CPAs performing compilation and review engagements:
• P ersonal F in a n cia l Statem ents 1999— (0 11136kk)
•

Use o f Real Estate Appraisal Inform ation 1997— (013159kk)

AICPA Publications and Services
How do I obtain AICPA publications and services related to my
compilation and review practice?

Order Department (Member Satisfaction)
To order AICPA products, call (888) 777-7707; write AICPA,
Order Dept., CLA10, P.O. Box 2209, Jersey City, NJ 073032209; or fax (800) 362-5066. The best times to call are 8:30 A.M.
to 7:30 P.M., EST. O btaining product information and placing
online orders can be done at the AICPA’s Web site, www.aicpa.org.
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Accounting and Auditing Technical Hotline; Ethics Hotline
The AICPA offers various services to help w ith technical and
ethics issues, as follows:
• The AICPA T echnical H o tlin e answers m em bers’ in 
q uiries about co m p ilatio n and review services. C all
(888) 777-7077.
• Members of the AICPA’s Professional Ethics Team answer
inquiries concerning independence and other behavioral
issues related to the application of the AICPA C ode o f
P rofession al C onduct. C all (888) 777-7077.
World Wide Web Site
W hat’s a good way to stay current on developments in the com
pilation and review arena? The AICPA has a home page on the
World W ide Web. AICPA Online, the Web site (www.aicpa.org)
offers CPAs the unique opportunity to stay abreast of develop
ments in com pilation and review. The home page is updated
daily. The Web site includes the newsletter of the AICPA Audit
and Attest Standards Team, In O ur O pin ion , which includes in
formation on technical activities and developments in compila
tion and review matters. The Web site also includes highlights of
ARSC meetings.
CD-ROM Disk
The AICPA is currently offering a new CD-ROM product, titled
reSource: AICPA’s A ccounting a n d A uditin g L iterature. This CDROM enables subscription access to the following AICPA Profes
sional Literature products in a W indows format: P ro fessio n a l
Standards, T ech n ica l P ra ctice A ids, and A udit and Accounting
Guides (available for purchase as a set which includes all Guides
and the related Audit Risk Alerts, or as individual publications).
This dynamic product allows you to purchase the specific titles
you need, and includes hypertext links to references within and
between all products. To order any publications included on the
CD-ROM, call (888) 777-7077.
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Practitioners Publishing Company (PPC) and the AICPA are cur
rently offering publications issued by PPC, the AICPA, and the FASB
on one CD-ROM disk, entitled The A ccounting a n d A uditing Library.
The FASB publications include O riginal P ronouncem ents, C urrent
Text, E m erging Issues Task Force Abstracts, and FASB Im plem entation
Guides; and the AICPA publications include Professional Standards,
Technical Practice Aids, Audit a n d A ccounting Guides, and Peer R eview
Program M anual. The disk also contains eighteen PPC engagement
manuals. The disk may be customized so that purchasers pay for and
receive only selected segments of the material. For more information
about this product call (888) 777-7077.

New CPE Course on Compilation and
Review Engagements
What new CPE course about compilation and review engagements is
available to practitioners?

During the four years of extensive discussions, debates, comment
letters, and public hearings about the assembly exposure draft
and the applicability of the SSARS (see the section “Develop
ments at the ARSC” in this Alert), one item emerged that every
one agreed on— the need for additional education about
compilation and review standards.
Quite frankly, a number of individuals writing comment letters or
participating in the discussions and debates on the assembly expo
sure draft demonstrated a significant misunderstanding about the
fundamental requirements of the existing standards—what is re
quired and what is not. Consequently, the AICPA developed a new
eight-hour CPE course, C om pilation a n d R eview E ngagem ents—An
Introduction (Product No. ICRE-PM-99kk), for self-study and for
group study (off-site as a seminar or on-site for in-firm training) on
the compilation and review standards.
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Test Your Knowledge
After you have read and studied this Alert, find out how well you
have mastered the material by completing the test in appendix E.
The answers to the questions are also included in appendix E.
This Audit Risk Alert replaces C om pilation a n d R eview A lert—
1998/99
This Audit Risk Alert is published annually. As you encounter is
sues that you believe w arrant discussion in next year’s Alert,
please feel free to share them with us. We would appreciate any
other comments that you have about the Alert. You m ay email
these comments to lgivarz@aicpa.org or send them to:
Leslye Givarz, CPA
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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APPENDIX A

The Internet—An Accountant’s Research Tool
Here is a list of some useful Web sites that may provide valuable
information to accountants doing compilations and reviews.
G e n eral W eb S ites o f I n t e r e st

Name o f Site

Content

Internet Address

American Institute
of CPAs

Summaries of recent
auditing and other pro
fessional standards as well
as other AICPA activities

www.aicpa.org

Financial Accounting
Standards Board

Summaries of recent
accounting pronouncements
ments and other FASB
activities

www.fasb.org

The Electronic
Accountant

World Wide Web magazine
that features up-to-theminute news for accountants

WWW.

AuditNet

Electronic communications
among audit professionals

www.cowan.edu.au/
mra/home.htm

CPAnet

Links to other Web sites of
interest to CPAs
Resources for accountants
and financial and business
professionals

www.cpalinks.com/

Double Entries

A weekly newsletter on
accounting and auditing
around the world

www.csu.edu.au/lists.
anet/ADBLE-L/index.
html

U.S. Tax Code Online

A complete text of the U.S.
Tax Code

www.fourmilab.ch/
ustax/ustax.html

Federal Reserve Bank
of New York

Key interest rates

www.ny.frb.org/
pihome/statistics/
dlyrates

Cybersolve

Online financial calcula
tors, such as ratio and
breakeven analysis

www.cybersolve.com/
toolsl.html

FedWorld.Gov

U.S. Department of
Commerce-sponsored site
providing access to govern
ment publications

www.fedworld.com

Accountant’s Home
Page

electronicaccountant.
com

www.computercpa.
com/

( continued)
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Name o f Site

Content

Internet Address

Hoovers Online

Online information on
various companies and
industries

www.hoovers.com

Ask Jeeves

Search engine that uses a
user-friendly question for
mat. Provides simultaneous
search results from other
search engines asl well (e.g.,
Excite, Yahoo, AltaVista)

www.askjeeves.com

Vision Project

Information on the profes
sion’s vision project

www.cpavision.org/
horizon

Internet Bulletin for
CPAs

CPA tool for Internet sites,
discussion groups, and
other resources for CPAs

www.kentis.com/ib.
html

Governmental
Accounting Standards
Board

Summaries of recent
accounting pronouncements
and other GASB activities

www.gasb.org
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APPENDIX B

Interpretation No. 14, “Evaluating the
Adequacy of Disclosure in Financial Statements
Prepared on the Cash, Modified Cash, or
Income Tax Basis of Accounting, ” of SAS No.
62, Special Reports*
.88 Q uestion— Section 623, S p ecia l Reports, paragraph .10,
requires that financial statements prepared on a comprehensive
basis of accounting other than generally accepted accounting
principles (GAAP) include a summary of significant accounting
policies that discusses the basis of presentation and describes how
that basis differs from GAAP. It also states that when such finan
cial statements contain items that are the same as, or similar to,
those in statements prepared in conformity with GAAP, “similar
inform ation disclosures are appropriate.” To illustrate how to
apply that statement, section 623.10 says that the disclosures for
depreciation, long-term debt, and owners’ equity should be
“comparable to” those in financial statements prepared in confor
m ity w ith GAAP. That paragraph then states that the auditor
“should also consider” the need for disclosure of maters that are
not specifically identified on the face of the statements, such as
(a) related party transactions, (b) restrictions on assets and own
ers’ equity, (c) subsequent events, and (d ) uncertainties. How
should the guidance in section 623.10 be applied in evaluating
the adequacy of disclosure in financial statements prepared on the
cash, modified cash, or income tax basis accounting?
.89 In terp reta tion — The discussion of the basis of presenta
tion m ay be brief; for example: “The accom panying financial
statements present financial results on the accrual basis of ac
counting used for federal income tax reporting.” O nly the pri
m ary differences from GAAP need to be described. To illustrate,
assume that several items are accounted for differently than they
* AICPA, Professional Standards, vol. 1, AU sec. 9623.88-.93.
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would be under GAAP, but that only the differences in depreci
ation calculations are significant. In that situation, a brief de
scription of the depreciation differences is all that w ould be
necessary, and the remaining differences need not be described.
Quantifying differences is not required.
.90 If cash, modified cash, or income tax basis financial state
ments contain elements, accounts, or items for which GAAP
would require disclosure, the statements should either provide the
relevant disclosure that would be required for those items in a
GAAP presentation or provide information that communicates
the substances of that disclosure. That may result in substituting
qualitative information for some of the quantitative information
required for GAAP presentations. For example, disclosing the re
paym ent terms of significant long-term borrowings m ay suffi
ciently com municate inform ation about future principal
reduction without providing the summary of principal reduction
during each of the next five years that would be required for a
GAAP presentation. Similarly, disclosing estimated percentages of
revenues, rather than amounts that GAAP presentations would re
quire, may sufficiently convey the significance of sales or leasing to
related parties. GAAP disclosure requirements that are not rele
vant to the measurement of the element, account, or item need
not be considered. To illustrate:
a. The fair value information that FASB Statement No. 115,
A ccou n tin g f o r C ertain Investm ents in D ebt a n d E quity S ecu
rities [AC section I80], would require disclosing for debt
and equity securities reported in GAAP presentations
would not be relevant when the basis of presentation does
not adjust the cost of such securities to their fair value.
b. The information based on actuarial calculations that FASB
Statement No. 87, E m ployers’ A ccou n tin g f o r P ensions [AC
section P 16], would require disclosing for contributions to
defined benefit plans reported in GAAP presentations
would not be relevant in income tax or cash basis financial
statements.
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.91 If GAAP sets forth requirements that apply to the pre
sentation of financial statements, then cash, modified cash, and
income tax basis statements should either comply with those re
quirements or provide information that communicates the sub
stance of those requirem ents. The substance of GAAP
presentation requirements m ay be communicated using qualita
tive information and without modifying the financial statement
format. For example:
a. Information about the effects of accounting changes, dis
continued operations, and extraordinary items could be
disclosed in a note to the financial statements without fol
lowing the GAAP presentation requirements in the state
ments of results of operations, using those terms, or
disclosing net-of-tax effects.
b. Instead of showing expenses by their functional classifica
tions, the incom e tax basis statem ent of activities of a
trade organization could present expenses according to
their natural classifications, and a note to the statement
could use estimated percentages to communicate informa
tion about expenses incurred by the major program and
supporting services. A voluntary health and welfare orga
nization could take such an approach instead of present
ing the m atrix of natural and functional expense
classifications that would be required for a GAAP presen
tation, or, if information has been gathered for the Form
990 m atrix required for such organizations, it could be
presented either in the form of a separate statement or in a
note to the financial statements.
c. Instead of showing the amounts of, and changes in, the
unrestricted and temporarily and perm anently restricted
classes of net assets, which would be required for a GAAP
presentation, the income tax basis statement of financial
position of a voluntary health and welfare organization
could report total net assets or fund balances, the related
statement of activities could report changes in those totals,
and a note to the financial statements could provide infor
mation, using estimated or actual amounts or percentages,
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about the restrictions on those amounts and on any de
ferred restricted amounts, describe the major restrictions,
and provide information about significant changes in re
stricted amounts.
.92 Presentations using the cash basis of accounting, the
modified cash basis, or the cash basis used for income tax report
ing often include a presentation consisting entirely or m ainly of
cash receipts and disbursements. Such presentations need not
conform with the requirements for a statement of cash flows that
would be included in a GAAP presentation. W hile a statement of
cash flows is not required in presentations using the cash, modi
fied cash, or income tax basis of accounting, if a presentation of
cash receipts and disbursements is presented in a format similar
to a statement of cash flows or if the entity chooses to present
such a statement, for example in a presentation on the accrual
basis of accounting used for federal income tax reporting, the
statement should either conform to the requirements for a GAAP
presentation or communicate their substance. As an example, the
statem ent of cash flows m ight disclose noncash acquisitions
through captions on its face.
.93 If GAAP would require disclosure of other matters, the
auditor should consider the need for that same disclosure or dis
closure that communicates the substance of those requirements.
Some examples are contingent liabilities, going concern consider
ations, and significant risks and uncertainties. However, the dis
closures need not include information that is not relevant to the
basis of accounting. To illustrate, the general information about
the use of estimates that is required to be disclosed in GAAP pre
sentations by Statement of Position 94-6, D isclosu re o f C ertain
S ign ifica n t Risks a n d U ncertainties, would not be relevant in a pre
sentation that has no estimates, such as one based on cash receipts
and disbursements.
[Issue Date: January, 1998]
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APPENDIX C

Review of Financial Statements— Illustrative
Representation Letter1
A review of financial statements consists principally of inquiries
of company personnel and analytical procedures applied to finan
cial data. As part of a review of financial statements, the accoun
tant is required to obtain a written representation from his or her
client to confirm the oral representations made to the accoun
tant. The following representation letter is included for illustra
tive purposes only. The accountant m ay decide, based on the
circumstances of the review engagement o r th e in d u stry in w h ich
th e e n tity o p er a tes, that other matters should be specifically in
cluded in the letter and that some of the representations included
in the illustrative letter are not necessary.
(Date of Accountant's Report)
(To the Accountant)
In connection with your review of the (identification of financial
statements) of (name of client) as of (date) and for the (period of re
view) for the purpose of expressing limited assurance that there are
no material modifications that should be made to the statements in
order for them to be in conformity with generally accepted account
ing principles, we confirm, to the best of our knowledge and belief,
the following representations made to you during your review.
1. The financial statements referred to above present the fi
nancial position, results of operations, and cash flows of
(name of client) in conformity with generally accepted ac
counting principles. In that connection, we specifically
confirm that—
1 As revised February 1999, it reflects the issuance o f recent accounting pronounce
ments. Appendix D, “Review o f Financial Statements— Illustrative Representation
Letter,” o f Statement on Standards for Accounting and Review Services 1, Compila
tion and Review o f Financial Statements (AICPA, Professional Standards, vol. 2, AR
sec. 100.55). Deletions are shown by strikethrough; additions are noted in boldface
italics.
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a. The company’s accounting principles, and the practices
and methods followed in applying them, are as dis
closed in the financial statements.

b. There have been no changes during the (period re
viewed) in the com pany’s accounting principles and
practices.

c. We have no plans or intentions that may materially af
fect the carrying value am ounts or classification of assets
and liabilities.

d. There are no material transactions that have not been
properly reflected in the financial statements.

e. There are no material losses (such as from obsolete in
ventory or purchase or sales commitments) that have
not been properly accrued or disclosed in the financial
statements.

f. There are no violations or possible violations of laws or
regulations whose effects should be considered for dis
closure in the financial statements or as a basis for
recording a loss contingency, and there are no other ma
terial liabilities or gain or loss contingencies that are re
quired to be accrued or disclosed. Also, th ere a re no

unasserted claim s or assessments that ou r law yer has ad
vised us a re p rob a b le o f assertion that m ust b e disclosed
in a cco rd a n ce w ith F in a n cia l A ccou n tin g Standards
B o a rd (FASB) S ta tem en t No. 5 [AC sectio n C59],
A ccoun ting f o r C ontingencies .*
g. The company has satisfactory title to all owned assets,
and there are no liens or encumbrances on such assets
nor has any asset been pledged, except as disclosed in the

fin a n cia l statements.
I f m anagem ent has not consulted a law yer regarding litigation, claims, and assess
ments, the representation m ight be w orded as follow s:
We are not aware o f any pen din g or threatened litigation, claims, or assessments
or unasserted claim s or assessments that are required to be accrued or disclosed
in the fin a n cia l statements in accordance with Financial A ccounting Standards
Board Statement No. 5 [AC section C59], A ccounting fo r Contingencies, and we
have not consulted a lawyer concerning litigation, claims, or assessments.
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h. There are no related party transactions or related, includ
in g sales, purchases, loans, transfers, lea sin g a rra n ge
ments, a n d guarantees, a n d amounts receivable fro m or
payable to related parties that have not been properly dis
closed in the financial statements.

i. We have complied with all aspects of contractual agree
ments that would have a material effect on the financial
statements in the event of noncompliance.

j. To the best o f ou r k now ledge a n d b elie f no events have
occurred subsequent to the balance-sheet date a n d
through the date o f this letter that would require adjust
ment to or disclosure in the financial statements.

k. We have no k now ledge o f concentrations existing a t the
d a te o f th e fin a n cia l statem en ts th at make th e en tity
vulnerable to the risk o f a near-term severe im pa ct that
have n ot been p rop erly disclosed in the fin a n cia l state
ments. We understand that concentrations refer to vol
um es o f business, revenues, available sources o f supply,
or markets o r geogra p h ic areas f o r w hich even ts co u ld
occu r that w ou ld sign ificantly disrupt n orm al fin a n ces
w ithin the next year.
l. M a n a gem en t has id e n tifie d a ll sig n ifica n t estim ates
u sed in the preparation o f the fin a n cia l statements.
The following additional representations may be appropriate in
certain situations. This list of additional representations is not in
tended to be all-inclusive. In drafting a representation letter, the
effects of other applicable pronouncements should be considered.

m. The fin a n cia l statem en ts disclose a ll o f the m atters o f
w hich w e a re aw are that a re relevan t to the en tity's abil
ity to con tin u e as a g o in g concern, in clu d in g sign ifica n t
conditions a n d events, a n d ou r plans.
n. We have review ed long-lived assets a n d certain identifiable
intangibles to be held a n d used f o r im pairm ent whenever
events or changes in circumstances have indicated that the
carrying am ount o f those assets m ight not be recoverable
a n d have appropriately recorded the adjustment.
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o. D ebt secu rities th a t h a v e b een cla ssified as h eld -to m a tu rity h a ve been so cla ssified d u e to ou r in ten t to
h o ld such securities to m aturity a n d ou r ability to do so.
M l other d eb t securities have been classified as availablefor-sa le or trading.
p. We con sider the d eclin e in value o f d eb t or equity secu 
rities cla ssified as eith er a va ila b le-for-sa le or held -tom aturity to be tem porary.
q. R eceivables rep orted in the fin a n cia l statem ents repre
sen t v a lid cla im s a ga in st d eb tors f o r sales o r o th er
charges a rising on or before the balance-sheet date a n d
h ave been appropriately red u ced to their estim ated n et
realizable value.
r. We believe that the ca rryin g am ounts o f a ll m a terial as
sets w ill b e recoverable.
s. All agreem ents to repurchase assets p reviou sly sold have
been p rop erly disclosed.
t. We h a ve m ade p rovision s f o r losses to b e su sta in ed in
th e fu lfillm en t o f or fr o m the in ab ility to fu lfill sales
com m itm ents.
2. We have advised you of all actions taken at meetings of
stockholders, the board of directors, and committees of the
board of directors (or other similar bodies, as applicable)
that may affect the financial statements.
3. We have responded fully to all inquiries made to us by you
during your review.

(Name of Owner or C hief Executive
Officer and Title)

(Name of C hief Financial Officer
and Title, where applicable)
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APPENDIX D

IMPACT ON INDEPENDENCE OF PERFORMANCE
OF OTHER SERVICES1
Type o f
Other Service

Independence Would
Not Be Im paired

Independence Would
Be Im paired

Bookeeping

Record transactions for which
management has determined
or approved the appropriate
account classification, or post
coded transactions to a client's
general ledger.
Prepare financial statements
based on information in the
trial balance.
Post client-approved entries to
client’s trial balance.
Propose standard, adjusting, or
correcting journal entries or
other changes affecting the
financial statements to the client.
Provide data-processing services.

Determine or change
journal entries, account
codings or classification
for transactions, or other
accounting records with
out obtaining client
approval.
Authorize or approve
transactions.
Prepare source docu
ments or originate data.
Make changes to source
documents without
client approval.

Payroll and other
disbursement

Using payroll time records
provided and approved by the
client, generate unsigned checks,
or process client’s payroll.
Transmit client-approved payroll
or other disbursement information
to a financial institution provided
the client has authorized the
member to make the transmission
and has made arrangements for
the financial institution to limit
the corresponding individual
payments as to amount and payee.
In addition, once transmitted, the
client must authorize the financial
institution to process the
information.

Accept responsibility to
authorize payment of
client funds, electronically
or otherwise, except as
specifically provided for
with respect to electronic
payroll tax payments.
Accept responsibility to
sign or cosign client
checks, even if only in
emergency situations.
Maintain a client’s bank
account or otherwise have
custody of a client’s funds
or make credit or bank
ing decisions for the
client.

(continued)
1 From Interpretation No. 101-2, “Former Practitioners and Firm Independence,” of
Rule 101, Independence (AICPA, Professional Standards, vol. 2, ET sec 101.5).
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Type o f
Other Service

Independence Would
Not Be Im paired

Independence Would
Be Im paired

Make electronic payroll tax
payments in accordance with
U.S. Treasury Department
guidelines provided the client
has made arrangements for its
financial institution to limit such
payments to a named payee.2

Sign payroll tax return
on behalf of client
management.
Approve vendor invoices
for payment.

Benefit plan
administration3

Communicate summary plan
data to plan trustee.
Advise client management regard
ing the application or impact of
provisions of the plan document.
Process transactions (e.g., investment/benefit elections or increase/
decrease contributions to the
plan; data entry; participant
confirmations; and processing
of distributions and loans)
initiated by plan participant
through the members electronic
medium, such as an interactive
voice response system or Internet
connection or other media.
Prepare account valuations for
plan participants using data col
lected through the member’s
electronic or other media.
Prepare and transmit participants
statements to plan participants
based on data collected through
the member’s electronic or other
medium.

Make policy decisions
on behalf of client
management.
When dealing with plan
participants, interpret
the plan document on
behalf of management
without first obtaining
managements
concurrence.
Make disbursements on
behalf of the plan.
Have custody of assets
of a plan.
Serve a plan as a fiduci
ary as defined by ERISA

Investment—
advisory or
management

Recommend the allocation of
funds that a client should invest
in various asset classes, depend
ing upon the client’s desired rate
of return, risk tolerance, etc.

Make investment deci
sions on behalf of client
management or otherwise
have discretionary
authority over a client’s
investments.

2 Although this type o f transaction may be considered by some to be similar to signing
checks or disbursing funds, the Professional Ethics Executive Committee concluded
that making electronic payroll tax payments under the specified criteria would not
impair a member’s independence.
3 When auditing plans subject to the Employee Retirement Income Security Act (ERISA), De
partment of Labor (DOL) regulations, which may be more restrictive, must be followed.
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Type o f
Other Service

Independence Would
Not Be Im paired

Independence Would
Be Im paired

Perform recordkeeping and
reporting of client’s portfolio
balances including providing a
comparative analysis of the cli
ent’s investments to third-party
benchmarks.
Review the manner in which a
client’s portfolio is being man
aged by investment account
managers, including determining
whether the managers are (1)
following the guidelines of the
client’s investment policy state
ment; (2) meeting the client’s
investment objectives; and (3)
conforming to the client’s stated
investment styles.
Transmit a client’s investment sel
ection to a broker-dealer or equi
valent provided the client has
authorized the broker-dealer or equi
valent to execute the transaction.

Execute a transaction to
buy or sell a client’s
investment.
Have custody of client
assets, such as taking
temporary possession
of securities purchased
by a client.

Corporate
finance—
consulting or
advisory

Assist in developing corporate
strategies.
Assist in identifying or intro
ducing the client to possible
sources of capital that meet the
client’s specifications or criteria.
Assist in analyzing the effects of
proposed transactions including
providing advice to a client dur
ing negotiations with potential
buyers, sellers, or capital sources.
Assist in drafting an offering
document or memorandum.
Participate in transaction negotia
tions in an advisory capacity.

Negotiate on behalf of
the client or its owners,
with potential investors
and capital sources.
Distribute private place
ment memoranda or
potential investors.
Act as an underwriter,
broker, agent, distributor,
or guarantor with respect
to client securities.
Solicit investors or pro
mote client securities.
Maintain custody of
client securities.

Appraisal,
valuation or
actuarial

Test the reasonableness of the
value placed on an asset or
liability included in a client’s fi
nancial statements by preparing
a separate valuation of that asset
or liability.

Prepare a valuation of an
employer’s securities con
tained in an employee
stock ownership plan
(ESOP) to support trans
actions with participants,
plan contributions, and
(con tin ued)
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Type o f
Other Service

Independence Would
Not Be Im paired

Independence Would
Be Im paired

Perform a valuation of a client’s
business when all significant
matters of judgment are deter
mined or approved by the client
and the client is in a position to
have an informed judgment on
the results of the valuation.

allocations within the
ESOP, when the client
is not in a position to
have an informed judg
ment on the results of
this valuation.
• Prepare an appraisal,
valuation, or actuarial
report using assumptions
determined by the mem
ber and not approved
by the client.

Executive or
employee search

• Recommend a position descrip
tion or candidate specifications.
• Solicit and perform screening
of candidates and recommend
qualified candidates to a client
based on the client-approved
criteria (e.g., required skills and
experience).
• Participate in employee hiring
or compensation discussions in
an advisory capacity.

• Negotiate employee
compensation or benefits.
• Hire or terminate client
employees.

Business risk
consulting

• Provide assistance in assessing
the client’s business risks and
control processes.
• Recommend a plan for making
improvements to a client’s con
trol processes and assist in im
plementing these improvements.

• Make or approve busi
ness risk decisions.
• Present business risk
considerations to the
board or others on be
half of management.

Information
systems—design,
installation or
integration

• Supervise client per
• Design, install or integrate a
sonnel in the daily oper
client’s information system, pro
tion of a client’s
vided the client makes all man
information system.
agement decisions.
• Customize a prepackaged account • Manage a client’s local
area network system.
ing or information system,
provided the client makes all
management decisions.
• Provide the initial training and
instruction to client employees
on a newly implemented informa
tion and control system.

•
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APPENDIX E

Test Your Knowledge
For the multiple choice questions below, select the correct answer.
____ 1. A. If the accountant performs more than one level of
service (for example, a compilation and a review),
he or she should issue reports to cover all services
rendered.
B. If the accountant performs additional procedures in
a compilation engagement, he or she may have to
“step up” to a review or audit engagement.
a.
b.
c.
d.

Both A and B are true.
Both A and B are false.
A is true; B is false.
A is false; B is true.

____ 2. A. Statements on Standards for Accounting and Re
view Services (SSARS) apply to tax returns.
B. SSARS do not apply to litigation services.
a. Both A and B are true.
b. Both A and B are false.
c. A is true; B is false.
d. A is false; B is true.
____ 3. Split-level reporting used to refer to—
a. A limited reporting objective involving the compila 
ation or review of a single financial statement, such
as a balance sheet.
b. An audit of the balance sheet and a disclaimer on the
other basic financial statements.
c. A review of the balance sheet and compilation of the
other basic financial statements.
d. None of the above.
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4. It is permissible to restrict the use of—
a.
b.
c.
d.

Compilation reports without disclosures.
Compilation reports.
Review reports.
All of the above.

5. The CPA’s independence is impaired if—
a. The CPA leases a portion of his or her office build
ing to a client (the lease is an operating lease).
b. The CPA owns one out of six units in a homeowners’
association that is also his or her client.
c. The CPA’s spouse is the client’s accountant.
d. None of the above.
6. W hich of the following reports that contain financial
statements of a nonpublic entity is or can not be
exempted from the SSARSs?
a. A report on a written personal financial plan.
b. An expert opinion involving litigation consulting.
c. A consulting services report that contains financial
statements prepared by the client.
d. A consulting services report intended for restricted
use.
7. If the CPA identifies a year 2000 going-concern matter
that the client properly discloses in the financial
statements—
a. The matter may, but is not required to, be flagged in
a compilation or review report.
b. The matter should be flagged in a review report.
c. The matter should be flagged in a compilation
report.
d. None of the above.
8. W hat is the most efficient and acceptable w ay to
reduce engagement costs for monthly compiled financial
statements?
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a. Generate generally accepted accounting principles
(GAAP) financial statements that omit disclosures.
b. Assemble, but do not compile, the financial statements.
c. Generate cash basis financial statements that omit
disclosures.
d. Prepare plain-paper financial statements.
9. A representative letter is required—
a. In all SSARS engagements.
b. Only in review and full-disclosed compilation
engagements.
c. Only in review engagements.
d. For review engagem ents for GAAP financial
statements, but not other comprehensive basis of
accounting (OCBOA) financial statements.
10. W hat responsibility does a CPA have in a compilation
or review engagement for year 2000 problems?
a. The CPA is required to detect year 2000 problems
in a review engagement, but not in a compilation
engagement.
b. The CPA is not obligated to detect year 2000
problems in a compilation or review.
c. The CPA is not obligated to detect year 2000 pro
blems in either a compilation or a review, but is
obligated to state this in his or her engagement
letter.
d. The CPA is required to detect year 2000 problems
in a compilation, but not in a review.
11. Under current peer review requirements, a CPA firm
must have an on-site peer review if—
a.
b.
c.
d.

The firm performs reviews.
The firm performs audits.
The firm performs compilations and reviews.
The firm performs compilations and reviews of
historical financial statements and compilations
of prospective financial statements.
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12. Under the proposed peer review requirements, a CPA
firm may have a report review if—
a. The firm performs compilations, but no reviews.
b. The firm performs compilations and reviews, but
no audits.
c. The firm performs no compilations, reviews, or
audits.
d. None of the above.
13. W hich of the following reports is perm itted by
existing compilation and review standards?
a.
b.
c.
d.

A restricted use compilation report.
An assembly service that is restricted to internal use.
Plain paper financial statements.
None of the above.

14. In a cash basis financial statement that the accoun
tant compiles, which of the following disclosures are
required?
a.
b.
c.
d.
e.

Identification of the basis of accounting.
Reconciliation of basis used to GAAP.
Quantification of the differences from GAAP.
All of the above.
None of the above.

15. If the financial statements om it substantially all
disclosures, which of the following disclosures are
required?
a.
b.
c.
d.
e.

Identification of the basis of accounting.
Reconciliation of basis used to GAAP.
Quantification of the differences from GAAP.
All of the above.
None of the above.

16. W hich of the following SASs (or portions thereof) are
required to be applied to com pilation and review
engagements?
a. SAS No. 22, P la n n in g a n d Supervision.
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b. SAS No. 82, C onsideration o f F raud in a F inancial
S tatem ent Audit.
c. SAS No. 59, The A uditor's C onsideration o f an
Entity's A bility to C ontinue as a G oing C oncern.
d. SAS No. 54, Illega l Acts by Clients.
17. A. If a client has a com ponent of comprehensive
income under Financial Accounting Standards
Board Statem ent of Financial A ccounting Stan
dards No. 130, R ep o rtin g C om p reh en siv e I n 
co m e, the accountant should modify the wording
of the compilation or review report.
B. The GAAP hierarchy applies to com piled and
reviewed financial statements.
a.
b.
c.
d.

Both A and B are true.
Both A and B are false.
A is true; B is false.
A is false; B is true.

18. W hich of the activities (listed below) when per
formed for a client w ould not im pair the CPA’s
independence?
a.
b.
c.
d.

Preparing source documents.
Authorizing electronic payroll tax payments.
Signing client checks.
Preparing financial statements based on the
client's trial balance.

Answers to Test Your Knowledge:
1. b 2. d 3. c 4. d 5. b 6. d 7. a 8. c 9. c
10. b 11. b 12. a 13. a 14. a 15. a 16. c 17. a 18. d
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